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I expect that by this time all of you have
some familiarity with the origins and work of the socalled Wheat Study Group.

However, for the sake of

completeness, let me briefly review with you the events
which culminated in the 105-page report dated March 29,

1972 entitled "Establishing Financial Accounting Standards."
By late 1970, the dissatisfaction and criticism
of the present Accounting Principles Board both within and

without the profession had reached an alarming pitch.

A number of the leaders of the profession began suggesting
that a complete review of the principles-setting process

was imperative.

Simultaneously, the American Accounting

Association appointed a special committee to study whether
or not a public commission should be appointed to reconsider

the entire manner in which accounting principles should
be established.
Prompt action was clearly called for and then
President Marshall Armstrong responded by calling a special

meeting in January, 1972, which was attended by many of the
profession's leaders.

After a thorough discussion, it was

concluded that two study groups ought to be established —
one to study how accounting principles could be established

better and faster — and a second to study what should be
the objectives of financial statements.
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The two study groups were appointed in March,

1971.

Robert Trueblood was selected to chair the Accounting

Objectives Study Group, and Francis M. Wheat, a former Com

missioner of the SEC and who is now a practicing attorney,
was appointed to chair the Establishment of Accounting

Principles Study Group.
Great care was taken to provide significant repre
sentation from outside the practice of public accounting on

both study groups.

In keeping with this objective, a

financial executive, one financial analyst and a professor
were chosen to serve with three practicing CPAs on the

Wheat group.

Having served as one of the CPAs on this com

mittee, I can only express gratitude for having had the
opportunity to work with such a distinguished group of

objective and serious-minded individuals.

During the year which elapsed from its appointment

in March, 1971 to the issuance of its report on March 29,
1972, the Wheat Study Group conducted interviews with a

great number of interested individuals and organizations,
held public hearings and reviewed nearly everything that

had been written or said in the past about the establish
ment of accounting principles.

Each member of the committee

listened with great interest to what others had to say and

studied the voluminous input with painstaking care.

No one
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approached the assignment with a fixed attitude or prejudice.

It is fair to say that the thinking of each went through
a process of evolution during the study.
When all the evidence and recommendations had

been gathered by the Committee it set about its task of

forming a collective judgment about how financial accounting

and reporting standards ought to be established, interpreted
and enforced.

At the outset the threshold question was

whether the standards should be set by a body in the. public
or private sector.

In its report, the committee concluded,

"this task should continue to be shouldered in
the private sector, subject to appropriate re

view by the SEC."

The study group, while recognizing that it may at some time
become clear beyond question that standard-setting cannot

be left in private hands, it concluded that "that time is
not yet.

Until it is shown without doubt, that this task

must be entrusted to government, we prefer to keep it where

it is.”
Transfer of standard-setting to the SEC or some
other government body was considered inappropriate at this

time for several important reasons.

One very real concern

was that government agencies may be more susceptible to

political pressures than a private body.

This could lead

to accounting standards designed to accomplish the self
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serving objectives of private interest groups.
only to point

One need

to recent congressional action on the

investment tax credit to highlight such pressures.

Another disadvantage to government placement
is the tendency of government agencies to establish rules

that are inflexible and not responsive to the needs of
investors.

The limited purview of the SEC, in terms of

the number of companies falling under its Jurisdiction,

and the affect on the vitality of the accounting profession
were other factors cited by the Study.

The Committee addressed itself very early in its
study to the question of what exactly is meant by the

term "accounting principles."

After studying the history

of the many past attempts to establish a comprehensive
body of broad pervasive principles it concluded:
"The need for a fundamental conceptual foundation

has been much debated...for many years.

We believe

this debate may have produced more heat than light.

Financial accounting and reporting are not grounded
in natural laws as are the physical sciences, but
must rest on a set of conventions or standards

designed to achieve what are perceived to be the
desired objectives of financial accounting and

reporting.
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”The work of the ongoing standard-setting body
should be to develop standards for preparing

financial accounting information that will be

consistent with these objectives.

Such standards

will, in some cases, be fundamental and cut

across all aspects of accounting.

In other cases,

the standards will be narrow in their application.
What is of greatest importance is not whether the

standards are fundamental or narrow but whether
they contribute to progress in achieving the ob
jectives of financial accounting and reporting.”
In my opinion, this is a very important aspect

of the committee’s report.

If this view is embraced by

the new standards-setting body it will avoid a fruitless

search for some magic set of principles from which all

standards will automatically flow.

Meeting the objectives

of financial reporting requires the development of practical

and pragmatic standards.

It was with this thought in mind

that the committee recommended a change in terminology from

"accounting principles” to "financial accounting standards”
as being more descriptive of the primary task of the

standard-setting function.
Having reached the initial conclusion regarding

retaining the standard-setting function in the private
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sector the committee logically turned to examining what

was deficient in the structure and operations of the present
Accounting Principles Board.

One of the major concerns

was the lack of confidence expressed by most of the financial
community groups in the ability of the present board mem

bers to be completely objective in their deliberations.

While few who were interviewed were willing to impugn the
honesty of the board members they were generally in agree

ment that the appearance of their independence was badly
eroded by their being subject to both client and partner

pressures.

It was this concern, among others, that led the
committee to conclude that a full-time paid board whose
members are divorced from other business interests, would

be an improvement over the present structure.
A second major concern was the fact that the
setting of financial accounting standards has a substantial
impact on the economy of our country and affects many groups

in the business community who currently have an extremely
limited voice or participation in what rules are to be

adopted.

The committee concluded that, not just the public

accounting profession, but all those involved in the process

of communicating financial information should play an active
part in setting the standards.

-7-

This represents a major departure in philosophy

insofar as the public accounting profession is concerned.
However, we in the profession should recognize that others
involved in the reporting process have much to contribute

and if we insist on making this our private preserve we
are almost certain to attract such a volume of pressure

and criticism as to destroy the very thing we would seek
to retain.

I can assure you that all those groups who

play an important role in the financial reporting process
were very strong in articulating their view that a broader
based participation in the setting of standards would be in

the public interest and would provide more widespread support
for such standards.

Having concluded in favor of a broadened partici

pation, the committee provided in its recommendations for
membership on the new board by persons who are not CPAs and whose
backgrounds are not requi
red to be in public accounting.

It provided for further participation by nonpublic accountants
by suggesting membership on the board of trustees of a con
trolling foundation and on the recommended advisory Council.

Time does not permit me to discuss in my formal

remarks all the other considerations which led to the com
mittee’s conclusions and recommendations.

However, we might

have time during the question and answer period to explore

-8-

other aspects of the report that might be of interest to
you.

I would like now to briefly review with you in more
detail the organizational structure which the committee

recommended for setting financial accounting standards in
the future.
The report calls for a seven-man, full-time
Financial Accounting Standards Board to replace the present

eighteen man, part-time APB.

The new Standards Board and

the Advisory Council, also proposed in the report, will be

part of a new foundation, created separate from all existing

professional bodies.
The new foundation, called the Financial Accounting
Foundation, will be governed by a Board of Trustees composed
of nine members.

The president of the American Institute is,

ex-officio, a trustee of the Foundation.

The other eight

trustees are appointed by the Board of Directors of the
AICPA for three-year terms.

are CPAs in public practice.

Four of the appointed trustees

Two trustees are financial

executives, one a financial analyst, and one an accounting
educator.

These latter four trustees are chosen,

respectively, from short lists of names submitted by the
Financial Executives Institute, National Association of
Accountants, Financial Analysts Federation, and American

Accounting Association.
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The trustees have four important duties.

First,

they appoint the members of the Financial Accounting

Standards Board and the Financial Accounting Advisory
Council.

The trustees are also responsible for raising

and allocating the funds required to support the new

structure.

In addition, they are required to review

periodically the basic structure of the standard-setting
organization, including its size, composition and functions.

Normally decisions of the trustees require a
two-thirds vote.

However, when making the organizational

changes I Just mentioned, a positive vote of 8 of the

9 trustees is required.
The function of the Standards Board is to

establish standards of financial accounting and reporting.
It will be constituted with seven full-time, fully-paid

members appointed for five year terms, with possible

reappointment for one additional term.
Four of the Standards Board’s members will be CPAs
drawn from public practice.

The other three must have

extensive experience in the financial reporting field, but
do not necessarily have to be CPAs.

During their terms

of office members of the Standards Board will not be permitted
to have other business affiliations.

The study group, after careful deliberation,
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concluded that CPAs in public practice must continue to
play a predominate role on the standard-setting Board and

that the ties between the Standards Board and the accounting

profession must remain strong and viable.

"Public Account

ants, " the report notes, "have a special position and

The audit of

responsibility under the Federal Securities Acts.

financial statements....and the standards of independence

which (CPAs) are required by the SEC to meet, are designed
to furnish added protection to the public in carrying out

a statutory policy of full and fair disclosure."
The affirmative vote of five of the seven members
of the Board will be required to approve a standard before

it can be issued, including interpretations which will be

issued with the full authority of the new Board.

The

Standards Board will, to the fullest extent possible, carry

out its function in public.

A history for each pronounce

ment will be developed and made publicly available.

This

will include transcripts of hearings, minutes of meetings,
copies of position papers submitted to the Board, and any

other relevant documents.
Under the study group’s proposals, the Foundation’s
Board of Trustees will establish a Financial Accounting

Advisory Council with approximately 20 members to work closely

with the Standards Board in an advisory capacity.

Members
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of the Council, whose term will be one-year with no

limitation on renewals, will be drawn from many disciplines,

but not more than one-quarter may come from any single

sphere of activity.

The chairman of the Standards Board

will serve as chairman of the Advisory Council.

The Council will be the Standards Board's permanent

instrument for maintaining contact with the business and
financial communities.

It will be the eyes and ears of the

Board in identifying, if possible before they become acute,

the problems to which the Standards Board should focus its
attention.

Further, the Advisory Council will act as a

sounding board and express its views on proposed standards

issuing from the Board.
The cost of operating the organizational structure
which I have just discussed is estimated to be between $2.5-

$3.0 million.

This includes estimated salaries of $100,000

per year to members of the Standards Board, and aggregate
compensation of $1,000,000-$1,200,000 for the professional

staff necessary to operate the research and administrative
divisions which are proposed.

The remainder of the budget

provides for clerical salaries, fringe benefits, and normal

operating costs.
The report of the committee makes no firm recom

mendation as to how the necessary funds are to be obtained.
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It does, however, list several alternatives, the most

practical of which appears to be reliance on the voluntary-

support of the financial community.
A reasonable question, I suppose, is why would
the new structure be more desirable than the Accounting
Principles Board.

It is a mistake to assume that the breadth of

the study’s recommendations represents a broad indictment
of the Accounting Principles Board — an admission, if
you will, that the present procedure has been totally
ineffective.

The report is careful to point out that the

task of establishing financial accounting standards has
by no means been neglected, and that a dedicated effort

has been made by the accounting profession to shoulder its
burdens.

Nevertheless, the study recommended substantial
changes in the present structure.

In its Judgment the

times call for even greater dedication and effort.

The

criticisms of the APB would not be abated by minor procedural
modifications.
The arrangements embodied in the study group’s

proposals appear superior to the present APB in several

important respects.
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First, the Standards Board will be, and will

be seen to be, free of any private interests which might
conflict with the public interest.
Because of its compactness and because its mem

bers will serve full-time, the Standards Board will be
able to devote undivided attention to its tasks and to move
expeditiously, when necessary, to deal with urgent problems.
The new organizational structure will facilitate

participation by a number of important groups in the

standard-setting task.

It will thus have a broader base

of support, and it will be possible to draw upon a broader

range of skills both for the Standards Board itself and

for its supporting organizations.
The new structure, in addition to the above,
offers many other advantages, such as more direct control
of research and a broader base of financial support.

Above

all it represents a common ground upon which all elements

of the financial reporting process may meet to discover a
new spirit of cooperation.

Reaction of the financial community to the study
group’s recommendations has been prompt and overwhelmingly

favorable.

On April 11th the Board of Directors of the AICPA

at a special meeting adopted a resolution urging the
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Institute’s governing Council to adopt the recommendations

of the Wheat Committee.

On May 2, the Council voted overwhelmingly to
adopt the recommendations.

Communications indicating support of the Committee’s

recommendations were received from official representatives
of:
1.

Financial Analysts Federation

2.

National Association of Accountants

3.

American Accounting Association

4.

Financial Executives Institute

5.

Federal Government Accountants Association

6.

Chairman of the SEC, William J. Casey

7.

Many of the larger accounting firms.

Former Commissioner James J. Needham of the
Securities and Exchange Commission also reacted quickly to the

recommendations of the Wheat Committee.

In a speech on April 6

before the Financial Executives Institute, Commissioner Needham

warned industry to carefully consider the proposed revamping

of the standard-setting mechanism, or face, and I quote,
"a federal agency writing accounting rules.

If you keep

your pressure on, ” Mr. Needham chided the financial executives,

’’the way you did with the investment credit,...I guarantee.. .you

will have a federal agency writing the rules.”
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Mr. Needham’s remarks were in support of the

study group’s report which he called a very satisfactory

document.

"It meets," he said, "my first objective.

It

would keep the development of accounting principles in the

private sector.”
Following the Board of Directors’ decision on

April 11, former President Marshall Armstrong was named to
chair a special committee to assess reactions to the report,

to appraise the level of financial support which might

reasonably be expected, and to determine the implementing
steps which would be required.

In his report to Council,

Chairman Armstrong reported that as a result of contacting
more than twenty accounting firms and associations his

committee was strongly convinced that the minimum financial
contribution from the accounting profession would be

approximately $10 million over a five year period.

He

stated further that it would be inconceivable that the

remaining $5 million could not be derived from all the other
segments within the financial community.
On May 8 representatives of the American Accounting

Association, Financial Analysts Federation, the Financial
Executives Institute, and the National Association of
Accountants conferred with AICPA representatives on the

steps required to implement the Wheat Report.

At subsequent

meetings of the Armstrong implementing committee and the
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Board of Directors of the Institute a corporate charter and
bylaws were adopted for the new Foundation.

After reviewing recommendations received from the
five organizations from which trustees were to be drawn the

Institute's Board of Directors appointed the following
individuals to the Board of Trustees of the Foundation on

July 20:
Walter J. Oliphant, ex-officio

John C. Biegler
Ivan Bull

Samuel A. Derieux
Ralph E. Kent, Chairman

James Don Edwards, University of Georgia
William H. Franklin, - Chairman, Caterpillar

Tractor

Thomas A. Murphy, Vice Chairman, General Motors
Since their appointment the trustees have met
several times, both as a group and in sub-committees.

Com

mittees have been hard at work reviewing the many matters

that need to be resolved such as location of the Foundation,
methods of financing, recruiting, personnel benefits and
operating procedures for the new board.

It is anticipated

that a public hearing may be held to obtain comments on the

proposed operating procedures as soon as they have been
fully developed.

-17-

With regard to financing there is some indication

that the trustees will seek to deal with the interested

organizations rather than individual firms to raise the

necessary funds.

If this approach is adopted it is likely

that the present Accounting Research Association will be

retained as a conduit through which funds from the public
accounting profession will be channeled.

The target date for the new Financial Accounting
Standards Board to be established is January 1, 1973 although

it is expected that it will be at least March before the
new board can be fully operative.

Until that time, the

work of the present APB will be continued to avoid a transitional
interruption in the effort to preserve public confidence in

the integrity of financial reporting.

With the establishment of the new board the role

of the public accounting profession will change from that
of bearing full responsibility for the setting of accounting

standards to that of being an advocate before the new board.

This represents an important shift in our role to being one
of many interested organizations seeking to influence the

pronouncements of an independent body.

Even though the profession’s position will change
it will continue to have an important interlock with the

Foundation through appointment of the Board of Trustees and
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through five of its members serving on the board.

The

profession will also have representatives serving on the
Advisory Council.

We at the American Institute have recognized
the change in the profession’s role and are in the process

of setting up the machinery to act as advocates for
positions on accounting standards in behalf of the profession.
It is proposed that a new Accounting Standards Division be
formed to staff a new Accounting Standards Executive Com

mittee which will be appointed on or about November 1, 1972.
The new committee will be charged with the
responsibility of reacting to proposed pronouncements of the
new board, preparing position papers on accounting matters,

preparing unofficial interpretations of how to apply the

board's pronouncements and otherwise representing the pro
fession in public hearings on accounting standards.
The new accounting standards committee will not

in any way affect the right of individual CPA firms to make

their own imput to the FASB or to appear on their own behalf

at public hearings.

However, the profession must have a

means of speaking with an official voice on accounting
standards matters and the proposed machinery is intended
to serve this purpose.

It is expected that the new committee will not
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become active until the APB has reached the end of its

activities and the FASB has become operative.
To support the Accounting Standards Committee

a new Division of Technical Research has been established
within the Institute.

All research activities of the

Institute in all of the technical areas including accounting,
auditing, management advisory services and taxation will
be consolidated under this new division which will be

headed up by Douglas Carmichael.

This, coupled with the

Accounting Standards Division, should provide the

Institute with the means of meeting its responsibilities
with regard to the FASB.
The tasks facing the new Financial Accounting
Standards Board will be formidable.

It can be expected

that all the pressures which inevitably arise when the

freedom of special interest groups is restrained, will
if anything, become even more intense than in the past.

If the new board is to successfully survive these pressures

full support by all of the interested groups on a continuing
basis will be clearly required.
Perhaps this is best recognized by the Wheat

Committee on pages 23 and 24 of its report which says:
”We...believe that the success of a standard-setting
board in the private sector depends in the final

analysis on acceptance of its standards by the busi
ness community, practicing accountants, the SEC,

and the public.

We are satisfied that such
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acceptance will be forthcoming provided:
1.

The standard-setting body possesses unassail
able independence in fact and in appearance.

2.

There is significant participation by the fi

nancial reporting community in the process by
which standards are set.

3.

Standards are promulgated only after a public

procedure which insures that all interested
parties are heard and their views are consid
ered.

4.

The quality of pronouncements is high — there
must be persuasive logic and supporting reason

ing, consistency with agreed upon objectives,
room for professional judgment in appropriate
circumstances, and a perceived usefulness to
investors and the public.
5.

The members of the accounting profession support

the standards in attesting to the fairness of
financial information.”
The Wheat Committee was especially concerned that the
Institute’s disciplinary machinery be utilized to enforce,
as to Institute members, the pronouncements of the new Board.

To this end it recommended that Rule 203 in the proposed

new Code of Ethics be adopted and that it be in a revised
form so that opinions of the new Board would be enforceable
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under the Code.

The report states ”We think such a change

in the Code of Professional Ethics is highly desirable, as

evidence of the profession’s commitment to the development

of effective standards of financial reporting.”

Perhaps the single most important aspect of
the new Code is the inclusion of Rule 203 providing for
the enforceability of the pronouncements on accounting

principles.

Proposed Rule 203 reads as follows:

"A member shall not express an opinion that financial
statements are presented in conformity with generally
accepted accounting principles if such statements con

tain any departure from an accounting principle pro
mulgated by the body designated by Council to establish

such principles, which has a material effect on the
statements taken as a whole, unless the member can

demonstrate that due to unusual circumstances the fi

nancial statements would otherwise have been misleading.
In such cases his report must describe the departure,

the approximate effects thereof, if practicable, and
the reasons why compliance with the principle would
result in a misleading statement."

You will note that when the new Financial Accounting

Standards Board as recommended by the Wheat report is established
it will be necessary for Council to designate the new Board
as the body to establish accounting principles if the new
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Board’s pronouncements are to become enforceable under the

new Code.

The timing of such designation will be up to

Council.

At the same time it will have to be made clear

that the term "accounting principles" is intended to mean
"accounting standards" since this would be the terminology

used by the new Board.
We in the accounting profession are living in

a period of intense pressure from all sides to improve our
performance.

These pressures are strong evidence of the

recognition that financial accounting and reporting make

an important contribution to the commercial and industrial
development of our country.

Business Week recently stated

it very well when they said ’’Without the believability
that the CPA’s attestation confers, the whole system of
public ownership of corporate securities would collapse. ’’

Our profession is responding to the challenge.
The Wheat report and the proposed new code of ethics con

stitute major responses to the needs of our times.

I

believe that they will prove to be milestones in the

evolution of our profession.

I urge you to give your full

support to both the new standards-setting body and the new

code.

To do otherwise will run the grave risk of endangering

our very existence as a profession.

hands.

Our future is in your

